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A. In General 


1. Origin, Nature, and Extent of Taxing Power 
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The taxing power of a state or territory is limited to persons and property within and subject to its jurisdiction. 


The taxing power of a state is limited to persons and property within and subject to its jurisdiction! since state laws do not 


operate beyond its jurisdictional limits.” The same rule applies to the taxing power of a territory.” Moreover, the exercise of the 
taxing power in respect of persons and property beyond the territorial limits of the state would vitiate the 14th Amendment of 
the Federal Constitution.* The fact that a tax is contingent on events brought to pass outside a state does not destroy the link 


between such a tax and transactions within the state for which the tax is an exaction.” 


Under Restatement of Foreign Relations Law. 


Under international law, in the absence of special agreement, a state is not immune from taxation by another state in respect of 
activities, property, and other economic interests in the taxing state or income derived from sources in that state except in respect 


of diplomatic or consular activities and property related to or income derived from such diplomatic or consular activities.° Under 
the law of the United States, a foreign state is not exempt from taxation in respect of any trade or business carried on by the 


state in the United States but is exempt from federal taxation of passive income derived from investment in the United States.” 
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Footnotes 

1 Ill.—Allstate Enterprises Stock Fund, Inc. v. Lewis, 36 Ill. App. 3d 154, 343 N.E.2d 198 (4th Dist. 1976). 
Mich.—E. F. MacDonald Co. v. Department of Treasury, 62 Mich. App. 626, 233 N.W.2d 678 (1975). 
Federal enclaves 
U.S.—Mississippi River Fuel Corp. v. Cocreham, 390 F.2d 34 (Sth Cir. 1968). 
Income of resident earned outside state 
Md.—Comptroller of Treasury v. Lenderking, 268 Md. 613, 303 A.2d 402 (1973). 
As to liability for taxes as dependent on domicile, see §§ 80, 81. 
As to taxation of nonresident's property, see §§ 145 to 149. 
As to situs of property for taxation, see §§ 150 to 161. 

2 U.S.—Miller Bros. Co. v. State of Md., 347 U.S. 340, 74 S. Ct. 535, 98 L. Ed. 744 (1954). 
Taxation affecting federal areas 
A person is not relieved from liability for payment of, collection of, or accounting for any sales or use tax 
levied by any state, or by any duly constituted taxing authority therein, having jurisdiction to levy such a 
tax, on the ground that the sale or use, with respect to which such tax is levied, occurred in whole or in part 
within a federal area. 4 U.S.C.A. § 105. 


3 U.S.—Port Const. Co. v. Government of Virgin Islands, 237 F. Supp. 486 (D.V.I. 1964), judgment aff'd, 359 
F.2d 663 (3d Cir. 1966). 

4 As to the territorial jurisdiction of the taxing power, see C.J.S., Constitutional Law §§ 2061 to 2067. 

5 Ohio—Household Finance Corp. v. Porterfield, 24 Ohio St. 2d 39, 53 Ohio Op. 2d 22, 263 N.E.2d 243 
(1970). 


Restatement Third, Foreign Relations Law § 462(1). 
Restatement Third, Foreign Relations Law § 462(2). 
Federal income taxation is discussed generally in C.J.S., Internal Revenue §§ | et seq. 
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